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Blue Cross and Blue Shield of Florida traces
its history back to 1944 when the Florida
Hospital Service Corporation opened a small
office in Jacksonville.
Established as a non-profit corporation, the staff of
four-working directly with the state's hospitalswere responsible for administering the financing
of hospital services. In rnturn, subscribers
prepaid a small amount each month for hospital
care protection.
The Florida Medical Services Corporation began in
1946. What later became Blue Shield of Florida
applied the same principle for physician services as
the predecessor of Blue Cross had for hospital care.
As the number of subscribers requiring these
services grew, so did the size of both staffs.
By 1951, the corporate names of Blue Cross of
Florida, Inc., and Blue Shield of Florida, Inc., were
adopted, and non-group i:!nrollment in the Plans was
opened on a statewide basis for the first time.
In 1957, Blue Cross and Blue Shield began
administering Government Programs. CHAMPUS
was developed for military dependents and the
Federal Employees Program met with such success
that it became the world's largest voluntary health
coverage group. By 1966, Blue Cross and Blue
Shield became the primary administrators of the
Medicare program in the state.
In July, 1980, Blue Cross of Florida and Blue Shield
of Florida joined to form a single corporation.
Today, more than 2,400 Blue Cross and Blue Shield
employees serve approximately 2.8 million
Floridians through both private and Federal and
State Government programs. We process over
75,000 claims a day, and more Floridians depend on
us for financing their health care coverage than any
other company operating in the state.
Methods, services and technologies have changed
since the Plan's beginnings in 1944. But Blue Cross
and Blue Shield of Florida's purpose has not
changed: to provide the highest quality health care
at the lowest possible cost.
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Blue Cross and Blue Shield of Florida, Inc.

Chairman's Message

Dear Fellow Floridians:
I am pleased to report that Blue Cross and Blue
Shield of Florida, Inc. made substantial progress in
serving the people of Florida in 1980.
Perhaps the most important internal developmentin terms of our long-range ability to serve our
subscribers-was the consolidation of Blue Cross of
Florida and Blue Shield of Florida into one
corporation, guided by a single Board of Directors .
The Plans formerly were guided by two separate
Boards : each with its own perspective , policies and
decision-making apparatus . Coordination of the two
units sometimes became unnece ssarily timeconsuming. As a result , a major objective of the
Plans for 1980 was to affect a consolidation of
the two.
Four results that we anticipated when we began
implementing the con solidation of the two
corporations have already begun to be realized:
1. A single Board of Directors can make more
effective and timely policy decisions. Evidence of
the results we have achieved are: our program for
more effective prospective review and evaluation
of hospital charges, the Health Maintenance
Organization (HMO) feasibility study , our newly
expanded coverage contracts for the elderly and
for those leaving group coverage, as well as for
those transferring their coverage to the Florida
Plan .

2. The consolidation of the two Plans afforded us
the opportunity to restructure the Board to give a
majority representation to the public we serve. We
have also added greater numbers of the public to
the Corporation's Active Membership, which is
responsible for selecting candidates for election
to the Board each year.

The new Board of Directors consists of 31
members, 17 of whom represent the public at
large. The other 14 members repre sent the health
care community of the state: seven are
physicians, and seven serve the hospital sector.

G. Emerson Tully

We believe that having representatives of the
general public comprise a majority on the Board,
as well as within the Plan' s Active Membership,
clearly demonstrates our commitment to
becoming more fully accountable to the public
we serve.
3. The consolidation gives the Florida Plan greater
financial flexibility to compete in an increasingly
competitive marketplace. Both the general public
and providers of health care services have
become increasingly concerned with rising health
care costs. To survive and to grow in this costconscious environment, the Florida Plan must
operate more efficiently than its competition. To
do so requires that Plan management channel
sufficient resources into innovative, cost-effective
programs that will directly benefit the public.
4. Plan Management is better able to address the
major issues confronting the organization, because
it now has a single point of direction and
accountability-a unified Board of Directors. The
Board is organized into nine committees that
review staff proposals and provide over-all
guidance to Plan management. These committees
are: Executive, Nominating, Personnel and
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''Some elderly people on fixed incomes might hesitate to go to a doctor because
it can be so expensive. But when we do our jobs well, we help them take
care of their problems. That makes me feel good about our company
and the parl I play in it.''

Claudia Holland, Operations, a Blue Cross and Blue Shield employee for 15 years.
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Compensation, Finance, Marketing and Public
Affairs, Cost Containment, Medical Affairs ,
Institutional Affairs and Audit. A special
committee was also appointed to study Health
Maintenance Organizations to determine how
the Corporation should proceed in this area
of service.
Each committee's work is important to achieving
our objective of providing cost-effective ,
innovative health care services for the people of
Florida. Each committee's success during 1980
reflects the dedicated efforts of the Board
members serving them and the expertise they
bring to their assignments. The results this group
of volunteer Board members achieved-with the
cooperation and hard work of Plan employeesis, I believe , a tribute to both the Board and
employees and of direct benefit to our Florida
subscribers.
Plan President Bill Flaherty will outline operational
areas where the Plan has made significant progress
in 1980. For the remainder of my comments, I
would like to outline briefly what I consider the
most important issue that the Board has addressed
this year.

PUBLIC ACCOUNTABILITY
VERSUS FISCAL RESPONSIBILITY

The public clearly expects the Board and Plan
management to initiate efforts to reduce the rate of
increase of costs for health care services. The Board
and management are firmly committed to doing so.
Exploring, developing and implementing costeffective services is one way for Blue Cross and
Blue Shield to compete effectively with the
hundreds of other health care insurers in Florida.
But Board members must also face limitations in
human and financial resources.
A prime consideration in all of the decisions must be
our responsibility to our Florida subscribers to

provide for the Plan's fiscal integrity. Should we fail
to do so, millions of people, who depend upon
the Plan's help in time of illness, would be left
defenseless .
Meeting these two legitimate , sometimes conflicting
concerns-for reductions in health care costs while
maintaining the Plan's financial integrity-can be
made even more difficult by government-imposed
regulatory delays of rate increases. Su~h delaysas occurred from January, 1981, to final implementation in June and July of this year for our
Conversion and Transfer contracts-threaten the
Plan' s financial solvency.
Laws governing Plan operations were initially
written about 35 years ago when Blue Cross and
Blue Shield were practically the only insurers
providing health care protection. The Legislature
provided stringent controls over the rates we could
charge subscribers for our services . This-legislative
solution was intended to make certain-that the Plan
survived in its new and uncertain venture and that
the Plan conducted its services in the public interest.
Although Blue Cross and Blue Shield of Florida
remains the largest insurer of health care services in
the State, the Plan has several hundred competitors.
Other insurers began entering the field a few years
after Blue Cross and Blue Shield and competition is
now intense. Yet the Plan must continue to operate
under the severe handicap of restrictive regulations
that were written three and one-half decades ago to
protect Floridians against conditions that no longer
exist. Unfortunately, our subscribers must pay the
costs of the additional regulation.
Blue Cross and Blue Shield is the only major firm
competing in the health insurance market that
must adhere to these regulations. Our competition
is left free to compete-unrestricted. Yet the
marketplace-not government regulation-is the
mechanism that assures Floridians that the Plan's
rates are competitive. In fact, by forcing the Plan to
wait months for rate relief only serves to deplete our
resources and to weaken our ability to compete and
serve the people of Florida.
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This inequality of regulation is particularly unjustified when the following facts are evaluated :
FACT: Blue Cross and Blue Shield is demonstrably
the most publicly accountable of any insurer in the
State . Both the Board of Directors and the Active
Membership of the Corporation have a majority of
representatives of the general public, serving
without pay for the benefit of subscribers.
FACT: Blue Cross and Blue Shield has traditionally

accepted membership from many Floridians who
either could not obtain a policy from competitors, or
whose premiums would have been prohibitively
expensive. About 18% of all State residents are over
65 years of age. Many would not be accepted by our
competitors , but the Plan provides protection for
our senior citizens at reasonable rates.
FACT: Blue Cross and Blue Shield has demonstrated
its clear commitment to cost containment, to faster
processing of claims and to the development of
innovative programs to resolve health care issues.
Cost Containment

The Board's Cost Containment Committee has
worked for four years to develop and improve a
"Prospective Charge Payment Program" that
evaluates institutional rate increases before they
are initiated. The recently improved program will
become effective with proposed rate increases
beginning August 1, 1981.
The Cost Containment and the Medical Affairs
Committee also have studied new approaches to
physician reimbursement in order to provide a
more stable and fair method for the pricing and
reimbursement of professional medical services.
By so doing, the Plan has not only helped to cut
the rate of increase for our subscribers , but for
all Floridians.

averages. The Board and staff continue to work to
improve our record of performance annually. In
addition , the cost of processing our subscribers'
claims is being reduced each year. In fact, several
programs created by the Florida Plan have been
so successful that other Blue Cross and Blue
Shield Plans have purchased them.
Innovative Programs

A special Board committee and Plan management
will soon conclude a feasibility study examining
the possible development of a Health Maintenance Organization (HMO) in Broward County.
The challenge to improve the responsiveness of the
Plan to the needs of the public will continue to be a
major concern of the Board of Directors, the Corporation's Active Membership and its management
and employees. However, an essential part of
that challenge is preserving the Plan' s financial
integrity-for without that, nothing else is possible .
I would be remiss if I ended my letter without giving
recognition to the selfless dedication of the ViceChairman of the Board, Dr. Joseph G. Matthews.
His expert advice and tireless efforts have directly
contributed to many of the forward steps that the
Plan achieved in 1980. His continuing efforts are
essential to our achieving future progress.
On behalf of Dr. Matthews, the other members of
the Board, the Active Membership and myself,
sincere thanks to the Plan's employees and to the
President of Blue Cross and Blue Shield, Bill
Flaherty, for their continuing professional efforts.
Together, we will continue the process of making
Blue Cross and Blue Shield the finest health insurer
serving the people of Florida.
Sincerely,

Faster Claims Processing

Thanks to professional management and
innovative systems development, Blue Cross and
Blue Shield' s record for processing claims in
many of its programs is far superior to national

G. Emerson Tully
June 29, 1981

Blue Cross and Blue Shield of Florida, Inc.

President's Message
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Dear Fellow Floridians:
My report is intended to outline several of the
major challenges and opportunities that Blue Cross
and Blue Shield of Florida faced during 1980. I
will concentrate for the most part on subjects
not covered by our Chairman of the Board,
G. Emerson Tully.
We have made substantial progress during the past
two and one-half years by initiating systems for
long-term planning and budgeting and by building
management skills throughout the corporation. It is
clear, however, that the organization is still in a
turn-around situation. But the results we have
achieved do indicate that we are moving in the right
direction. Allow me to describe several areas where
our progress is measurable .

William E. Flaherty

Planning and Budgeting

A comprehensive approach to Planning and
Budgeting has been one of management's top
priorities. A major goal in developing the 1980
Budget was to reduce expenses to the lowest
level possible-without impairing our ability to
serve subscribers and to plan for the future of
the business.
We met this challenge. The variance from our
established corporate budget was only .1 percent.
In addition, our operating expense ratio for private
business was only 7. 5 percent of income. This was
well below our forecast and is a substantial
reduction from prior years.
Our contribution to unallocated reserves for the year
was $1.8 million- primarily due to a favorable rate
of return on our investment portfolio . We were able
to make this contribution, the third highest among
the twenty-six comparable Plans in the United
States, despite underwriting losses of $12 .3 million.
Management intended to achieve a larger gain in
order to enhance reserves and cope with the impact
of inflation. However, it was not possible . Three
factors, beyond inflation, were significant: delays in
rate filings in order to prepare for an extensive

regulatory review; intense price competition in
certain market segments, and major shifts in the mix
of business, which factor impaired trend analyses.
Unfortunately, this combination forced the Plan to
experience underwriting losses in 1980 and more
losses are forecast for 1981. These losses are part of
an industry-wide pattern.
Efficiency and Productivity

By year-end, the Plan employed 2,417 people-a
reduction of approximately 250 positions from one
year earlier and about 600 fewer people than two
and one-half years ago. These reductions have been
made possible through improved operating
efficiency within every department and have been
accomplished largely through employee attrition.
Our staff reorganization continued in 1980 in
an effort to utilize our human resources more
effectively. Six major operating areas and one
support area now report directly to me. They
include: ·Marketing, Health Industry Services ,
Operations, Finance , Electronic Data Processing,
Corporate Research and Industrial Relations, Public
Affairs and Corporate Secretary. This new structure
has resulted in better coordination of the Plan

"Our group is in the process of streamlining our current contracts and devewping
new hea/Jh insurance programs. By accomplishing that, I can contribute,
indirectly, to resolving people's problems with hea/Jh care financing.''
6

Dick Warner, Product Development and Planning, a Blue Cross and Blue Shield employee for 9 years.
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and tighter financial controls, and prepares us
to move more quickly and aggressively into new
business opportunities.
Management Development

A management development program, conducted
through the Human Resource Center of the
University of Chicago, was intensified in 1980.
Training, already begun on the executive and
mid-management levels, will continue to progress
systematically through lower levels of management.
We expect that the development of our human
resources will improve management processes and
organizational efficiency.

Cost Containment

We continued to develop major programs that
implement creative cost-effective concepts of health
care delivery and financing. In 1980, a task force
worked with representatives of hospitals within the
state to strengthen the Prospective Charge Payment
Program. These improvements will go into effect
August 1, 1981.

In the latter part of 1980, a task force was created to
research methods of professional reimbursement.
This was precipitated by our customers' need to
accurately predict the costs and the impact of
changes to comprehensive major medical benefit
programs.

Consolidation

The decision reached by our directors in July, 1980,
to consolidate Blue Cross of Florida and Blue Shield
of Florida into a single Plan, has proven to be sound.
A combined Board of Directors was established
to provide the organization with a more streamlined
approach to administrative decision making and to
demonstrate our accountability to those we
serve, the general public. This has reduced the
administrative burden on management and provides
more efficient policy guidance to the organization.
Marketing Results

Initial efforts to strengthen marketing programs
produced a net gain of more than 73,800 new
members over the previous year. We believe that
our contract revisions-made early in 1981-will
continue to meet with enthusiastic acceptance.
However, we are not satisfied with our performance
in this area. Most recently, large rate increases,
resulting from sharply rising health care claims
costs, have caused numerous cancellations.
A task force has begun evaluating problems and
opportunities so that we will increase our share of
key markets. It will take some time before current
plans will bear fruit. Marketing will continue to
receive much of management's attention.

Voluntary Effort

The Florida Plan continues to be an active
participant in the work of the Florida Committee on
the cost of medical care. The Voluntary Effort (VE)
represents the combined participation of hospitals,
physicians, insurers and others working to restrain
increases in community health care costs. Our staff
developed the publication, Measurement of
Florida's Health Care Industry, which provides
statistical information of hospital services in Florida
and the U.S. This material has been printed and
distribution has been made by the Voluntary Effort
Committee. The data is designed for use by
individuals and institutions as baseline data for
measuring costs.
Health Maintenance Organization

A committee of Board members, supported by staff,
was formed to study the feasibility of establishing a
Health Maintenance Organization. This effort
resulted in a new business venture analysis, which
included an employer survey of the major health
care purchasers in six metropolitan areas of the
state. Broward County was selected as the initial
target area for a detailed study. That evaluation will
be completed shortly.
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Computer Operations

Conclusion

Our claims processing systems have improved
service capabilities to customers and providers.
Productivity has increased and computer operating
expenses were reduced. These have contributed to
lower unit costs.

Twenty years ago I began working for the Michigan
Plan. After many years of experience there, at the
Delaware Plan, and here in Florida, I remain
cognizant of two things: the complexity of the
business, and the need for dedicated, professional
management throughout all levels of the organization.

Other Plans, nationwide , recognized our expertise in
developing our Major Medical Claims System, our
Coding, Pricing and Medical Policy System, and our
continuing success in paperless electronic media
claims. Our Major Medical System, for example,
was sold to two other Plans . In addition, our
Procedure Coding and Policy System is currently
being evaluated by the Health Care Financing
Administration of the Federal Government as a
potential model for a nationwide government
coding system.

If we are to be successful in helping people to obtain
high quality health care at a reasonable cost, we
must first succeed in understanding and dealing with
the complexities of the business. During my two and
one-half year tenure with the Florida Plan, that has
been my personal objective for the organization.
With the assistance of many competent and
dedicated employees, management intends to
continue working toward that objective so we may
competitively and professionally serve the people of
Florida.

Leased Space

As we made strides in operating budget cuts, we
also sought opportunities to increase income.
Building renovations, totaling over 80,000 square
feet of office space, will be made available for
leasing. Approximately half is already being leased
and providing income.
Rate Increase

In January, 1981, the Florida Insurance Department
denied our request for an increase in rates on our
Conversion and Transfer and other direct pay and
Small Group contracts. In addition, the department
requested that we develop and market a Conversion
and Transfer contract with broader benefits.
Extensive discussions took place between Plan
representatives and the Insurance Department that
ultimately led to approval of new rates on May 1,
1981. Rate adjustments on new, upgraded contracts
became effective in June and July of this year. The
rate changes-the first increase in three years for
most of these contracts-affected approximately
70,000 contract holders, accounting for 8% of our
total contracts. These delays proved costly and hurt
the Plan's ability to serve and protect its subscribers.

Sincerely,

William E. Flaherty
June 29, 1981

"I open and sorl about 3,000 pieces of mail a day. You don't have time to read
them, but you know that each one is a claim from a subscriber. Someone,
like me, with a family and with bills that need to be paid.''
9

Brenda Cooper, Medicare B Mail Operations, a Blue Cross and Blue Shield employee for 5 years .

"The people I work with know their jobs and work well together. They have to,
or hospital bills don't get paid. By processing claims quickly, I like to
think we' re helping to give our beneficiaries peace of mind.''
10

Caroline Smith, Medicare A Claims Processing, a Blue Cross and Blue Shield employee for 12 years.

Blue Cross and Blue Shield of Florida, Inc.

Marketing
11

The economic environment of the health care
industry can be characterized by inflation and a
rising level of utilization of health care services.
These factors are producing significantly increased
rates for those services. Add to this combination the
intense competition that exists among hundreds of
insurers and it does not seem to be an overstatement
to suggest that the marketplace is extremely pricesensitive and presents a significant challenge for our
marketing personnel.

from subscribers every day. Each person has
questions about coverage or needs help with claims.
In addition , Plan employees receive and answer
over 85,000 letters each month .

The Florida Plan responded to the needs of the
marketplace with several key programs in 1980.
The Plan introduced an improved Medicare
Complementary Coverage contract to strengthen our
position in this growth market. Our Federal
Employee Program membership increased and
continues to grow. And the Plan' s administration of
its many national accounts during 1980 has also been
successful.

Generally, the surveys have indicated a high level of
satisfaction with benefits, claims and customer
service processing. They have also allowed us to
identify specific areas that need to be strengthened,
as we continue to strive to provide our customers
with the highest quality service in the industry.

Additional product planning efforts include: a new
complementary coverage contract, an upgraded
Conversion and Transfer program, and a special
Medicare rider to cover beneficiary care at nonparticipating hospitals. Current work on a new
dental plan and a new small group product should
further strengthen our efforts in the future.
After devoting considerable time and effort to
improving internal operations, Plan management has
now focused on the local group marketplace. The
increased role of self-insurance, sharp increases in
health costs, shifts in benefit levels, and severe
price competition have created the need for a
comprehensive and integrated approach to this
business opportunity.
The recent creation of a Corporate Marketing Task
Force, representing each major section of the
corporation, is one step toward providing the Plan
with systematic , innovative and coordinated
capabilities . The rebuilding process for the Florida
Plan's Marketing organization will require a longterm effort to allow the organization to achieve its
potential within a highly competitive industry and an
increasingly complex and segmented marketplace.
Customer Service

Our statewide Customer Service activity receives
nearly 4,600 telephone calls and more than 700 visits

In the last quarter of 1980, a quarterly Customer
Service telephone survey was initiated to uncover
potential problems quickly. This program is
continuing. Several mail surveys, as well as walk-in
customer surveys, are also being conducted.

Paperless Claims Systems

Since 1975, the Florida Plan has offered the state ' s
hospitals and physicians the ability to submit claims
by way of Automated Systems. Each year the
number using these systems increases. For example,
more than 135 terminals were being used for claims
submitted by physicians in 1980.
Approximately 3.2 million claims, representing
almost 25 percent of the Plan's total claims, were
submitted by automated systems last year. This
represents an increase of 26 percent over 1979.
An improved system has been developed that has
the capability and the flexibility to serve small,
medium and large physician offices. The system is
being test-marketed and should prove to be of value
in our continuing effort to apply efficient, automated
systems.
Private Business Claims

The Private Business Claims operations realized
significant improvements in unit costs and
productivity rates this past year. A 16.6 percent
reduction in the unit cost of processing claims,
followed by an additional reduction in the first
quarter of 1981, have been accomplished. In
addition, productivity has increased by 72 percent
over the 1979 levels. Blue Cross, Blue Shield and
Major Medical systems are now being consolidated
in the private business area and the most efficient
processing capabilities , within each area , will be
combined into an improved system.

" In the shorl tiure I've worked here, I've talked with over a hundred people from
hospitals and doctors' offices. When I help simplify their
claims processing problems, I hope that maybe they will have more time to give
12
their patients. If I help them do that, I would consider myself a success."

Lissa Douberly, Provider Automated Services, a Blue Cross and Blue Shield employee for two months.

Blue Cross and Blue Shield of Florida, Inc.

Containing Costs
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Blue Cross and Blue Shield of Florida has continued
to develop programs which address creative ,
cost-effective concepts of health care delivery
and financing . Our efforts to achieve public
accountability and to exert leadership in cost
containment make Blue Cross and Blue Shield
unique within the health care industry.
Prospective Charge Payment Program

This program of prospective reimbursement is
designed to assist hospitals in their efforts to contain
the rate of increase in the cost of their services. By
carefully evaluating hospitals' rates prior to their
effective dates , the program encourages hospitals to
limit costs and to emphasize cost-savings. We have
worked with hospital administrators, as well as
national health care consultants, in a cooperative
effort to strengthen this program.
Hospital Charge Audit Program

The Charge Audit Program serves not only Blue
Cross patients, but all hospital patients. While Blue
Cross subscribers benefit through our ability to
recoup incorrect or inappropriate charges from
contracting hospitals, other patients gain too. When
our audit procedures identify mistakes in hospitals'
charges and billing procedures, the corrective
actions that result benefit all patients.

utilization review committees. Research is now
under way that will develop an improved hospital
services data reporting system, which will compare
lengths-of-stay by diagnostic groupings within
hospitals of comparable size.
Health Maintenance Organization Study

Our Health Maintenance Organization study team
has been increased and significant progress has been
made. Broward County was selected as our initial
target area for a detailed study that will help us
determine the business feasibility of establishing an
HMO. In view of the significant capital outlays
necessary for establishing an HMO, we will not take
any action that has not been thoroughly evaluated.
But we do intend to pursue our evaluations of
the HMO venture and have committed the
necessary resources.
Usual, Customary and Reasonable Physician
Reimbursement Program

This is the most common approach to providing
coverage for the costs of physicians' services. A
comprehensive review of current programs and
procedures has been undertaken. Staff, working
with a nationally-recognized consultant, is
addressing the performance and the cost of the
program, both current and future, to assure
predictability and feasibility .

Medical Necessity Program

National Health Fair Week

This program, sponsored by the National Blue Cross
and Blue Shield Association , helps prevent
payments for services that are determined to be
either of doubtful medical value, or to have been
provided inappropriately . Blue Cross and Blue
Shield of Florida will continue its participation in
this national program.

Blue Cross and Blue Shield of Florida's sponsorship
of the 1981 National Health Fair Week in Duval,
Dade, Broward and Palm Beach counties provided
many opportunities to stress the importance of
good health education. Thousands of Floridians
underwent multiple health screening tests at
convenient neighborhood locations. The Health
Fairs received excellent media support, highlighting
the significant potential to reduce health care
costs and improve Floridians' health through
early detection of disease, health education and
follow-up activities.

Hospital Utilization Review Program

Blue Cross and Blue Shield of Florida is now
reviewing hospital utilization patterns. Currently,
statistical reports are provided to hospitals'

''Telephone calls from unhappy subscribers come to our group. What we say,
how we say it and what we do for them determines if the subscriber becomes
satisfied with our company. We have to 'earn our wings everyday'.''
14
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Tony Staten, Medicare Part A, a Blue Cross and Blue Shield employee for 5 years.

Blue Cross and Blue Shield of Florida, Inc.

Operating Medicare
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MEDICARE PART "A"

Blue Cross and Blue Shield of Florida, Inc.

There were 1. 7 million Medicare Part ''A'' claims
processed in 1980, an increase of 9.8 percent over
1979. Total payments were $1.424 billion, up 20
percent over the previous year.

MEDICARE PART B
ANNUAL CLAIMS VOLUME
(In Millions)

9.8

The claims processing cycle time in 1980 averaged
9.8 days which is very competitive with other
contractors, nationwide.
Hospitals' outpatient claims represented the
majority of Medicare ''A'' claims processed, about
53 percent. Inpatient claims accounted for 37
percent, followed by 9 percent for Home Health
Agency claims and the balance was for skilled
Nursing Facility claims.
Blue Cross and Blue Shield of Florida, Inc.

MEDICARE PART A
ANNUAL CLAIMS VOLUME
(In Millions)
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MEDICARE PART "B"

The Medicare Part " B" unit received 9.8 million
claims in 1980, an increase of 16.6 percent over
1979. Total payments were $496 million, up 27.8
percent over the previous year.
Blue Cross and Blue Shield of Florida has earned
over the last five years an enviable record for
efficiency in processing Medicare Part " B" claims.
This improvement has been accomplished despite a
severe handicap: fewer physicians and, therefore, a
larger number of patients submit those claims to the
Plan.
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Nationally, 54 percent of physicians accept
assignments for Medicare Part "B" claims, agreeing
to bill Medicare directly for services to beneficiaries .
In Florida, however, the assignment ratio by
physicians is only 37. 7 percent. This means that a
significantly higher proportion of Part "B" claims
received by the Florida Plan are submitted directly
by beneficiaries. Many of these claims contain
filing errors and omissions and require additional
information. Yet, work-on-hand in Florida averages
only 2.5 days, compared to 6.9 days nationally . In
addition, the Florida Plan's average cycle time for
processing claims and unit processing costs were
one of the lowest in the nation.
We continue our involvement and interest in the
administration of Government programs. Blue Cross
and Blue Shield of Florida processes 90 percent
of all Medicare Part ''A' ' claims in Florida and is
the carrier for Part " B" in all counties except Dade
and Monroe.
The proposed budget cuts announced by President
Reagan will reduce the funds available for the
administration of Medicare , nationwide . Of
necessity, levels of service will be affected. The
Florida Plan's past efforts to reduce administrative
costs and increase efficiency will , we believe, allow
us to continue to process Medicare claims with
reasonable levels of government funding and still
provide competitive services for the people of
Florida.

Blue Cross and Blue Shield of Florida, Inc.

Balance Sheets
December 31, 1980 and 1979
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1980

ASSETS

Cash ........... ....... ...................... ...... .. ............. ....... .
Investments:
Bonds , at amortized cost (market value $37,735,611 in 1980 and $34,892,937 in
1979) ...................... .. .. . ...... ... ............................ .
Stocks, at market (cost $8,320,293 in 1980 and $8,621,912 in 1979) .. ....... . . . . .
Investment in Florida Combined Insurance Agency, Inc ........... .. .. ....... .
Short-term investments and certificates of deposit .......... ................ . .
Cash held for investment . ........ .. ...... . ............................... .
Total investments .. ............................................... .
Accrued interest receivable . . ................................. .. ....... .... .
Receivables:
Subscribers' fees ....... .. .. ... ... .. .................... ... ..... .. .. . . .. . .
Federal Employee Health Benefits Program ............... ..... .. .... . ..... .
Inter-Plan Service Benefit Bank ........ ...... ..................... .. .... .. .
Expense reimbursements:
Medicare Part A and B ... .. ... .. .... ........... . .......... ... . ........ .
Medicaid .... ...... ................... ... .. . .. .. . .. ................... .
CHAMPUS ................................. . ........................ .
National accounts
Due from hospitals ...................................................... .
Other ... ............ ...... ............................................. .
Less allowance for doubtful accounts . ..... .. ...... . . ... ................... .
Prepaid expenses ....... . ......... . .............. . .. ... ................... .
Property and equipment, at cost:
Land ... .. .. . .......................... . .. . ...... ... .. .. . .. ............ .
Buildings (less accumulated depreciation of$7,537,798 in 1980 and $6,627,032 in
1979) .............. . .. . .. ... .. . . . .. ... .......... . ...... .. ............ .
Equipment (less accumulated depreciation of $3,584,075 in 1980 and $3,105,054
in 1979) ........ ............ .................................. ........ .
Other assets:
Deposits . ................. . ... ..... . .... .......... . .. . . ..... .. .. .. .. . .. .
Deferred compensation funds ... . .......................... ... .. .. ..... ... .

See accompanying notes to financial statements.

$

1979

35,233

2,823,174

42,697,196
10,203,262
546,737
40,986,361
47,923
94,481,479
2,191,581

38,309,358
8,969,016
342,562
33,538,036
134,686
81,293,658
929,666

10,630,298
14,172,865
2,099,900

7,120,160
12,148,049
1,479,885

1,662
535,944
33,578,278
116,160
2,113,481
63,248,588
500,000
62,748,588
333,433

1,024,177
367,522
603 ,539
20,241,052
78,457
1,025 ,705
44,088,546
44,088,546
191,445

2,121,594

2,121,594

15,856,772

16,637,118

2,496,399
20,474,765

2,051,337
20,810,049

196,559
281,338
477,897
$180,742,976

197,806
308,994
506,800
150,643,338
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LIABILITIES AND UNALLOCATED RESERVE

Liabilities:
Reserve for subscriber benefits (note 2):
Claims outstanding ... ....... . . ... ........................... . . . ....... .
Reimbursement contracts ....... . ... .. .... .... ... . . .. ..... ... . .... .. .. . .
Total reserve for subscriber benefits .... . ................... . . . .. . .. . .

Provision for experience rating refunds ... . .. . ... . .... . .......... . ....... .. .
Refund to subscribers (note 3) . ....... .. ... . . ............ . . . . ..... ... .. . .. .
Deferred income-subscribers' fees paid in advance and unallocated receipts . . .
Deposits and advances payable:
Federal Employee Health Benefits Program .. .. ...... . ...... . ..... . ... . .. .
Advance deposits , other plans ... . ... . . . .... .. ... . ... . . . ................ .

1980

$ 44,231,000

32!665,000
76 ,896,000

1,774,352
15,475,993
718,600
7,862,299
8,5~_0_,_899

Accounts payable and accrued expenses:
Creditors and accrued expenses . .. . ......... ... .. ............... . ...... . .
Accrued salaries ............. . . .......... . ... .... . .. .. ....... . ... . .. .. .
Deferred compensation payable ... ........................ . ............. .
Bank overdrafts ... .......................... . .... . . .... . ...... . ....... .
Due government programs-Medicare
Part A and B . . . . .... . . ............... ... .... . . ... .. ............... . .

6,673,871
978,096
281,338
9,695,345

1979

32 ,404,000
23,651 ,000
56 ,055 ,000

7,857 ,147
3,150,506
12,944,959
779, 100
6,314,842
7,093 ,942

4,219,846
695,733
308,994

328,521
17,957,171

5,224,573

Notes payable . ... .. .. . ...... . ...... .. . ....... . ........ .. .. .. . ... .. ..... .
Total liabilities ... . .. ..... ............................ . . . ....... .. . .

18!880
120,703,295

72,530
92,398 ,657

Unallocated reserve (note 7) ... ... . . . ....... . . .............. .... .. .. .... . .. . .

60,039,681

58 ,244 ,681

$180,742,976

150,643,338

Commitments arid litigation (notes 4 and 8)
See accompanying notes to financial statements.

Blue Cross and Blue Shield of Florida, Inc.

Statements of Operations and Unallocated Reserve
Years ended December 31, 1980 and 1979
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1980

1979

Subscribers ' fees earned . . . ........ .. . ... . . . ....... . .. . . ............. . . . . . . .

$427, 726,823

Claims expense . . .............. ... .. . ....... . .......... .. . . .... .. ... .. .... .
Operating expenses (notes 5 and 6) ......... . . . . ... ... . . . ..... . ........... .. . .
Total claims expense and operating expenses .. . .. . . . . . ......... . ... .. .
Operating income (loss) .............. .. .. . .. .. . .... .. . .. . .. .. . . .. .. .

407,707,908
32,291,357
439,999,265
(12,272,442)

295 ,777,877
36,732,428
332 ,510,305
11,761 ,358

12,590,231
(262,829)

9,712,447
(4,496,928)

204,175
12,531,577

159,872
5,375,391

259,135
58,244,681
1,535,865

17,136,749
40,502,808
605 ,124
58 ,244,681

Other income (losses):
Investment and other income . . .. .. . . . ............ . . . . . . . . .. . .... . .... . ... .
Realized investment (losses) (note 4) ...... . ............. . ....... . . . .... . .. .
Equity in net earnings of Florida
Combined Insurance Agency, Inc. . . . ... . .. .. . .......................... .
Total other income ... .. . . ... . ................... . ..... .... . ... . .. . .
Net income ........... . .. . . . .. .......................... . ......... .
Unallocated reserve , beginning of year ... . . .... ... . . .. .. . ...... . .... . ....... .
Current year increase in market value of stocks ......... . ............. .. .. . ... .
Unlocated reserve, end of year . ... . ...... . . ................................ .

See accompanying notes to financial statements.

$ 60,039,681

344,271,663

Blue Cross and Blue Shield of Florida, Inc.

Statements of Changes in Financial Position
Years ended December 31, 1980 and 1979
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1980

Funds provided from operations:
Net income transferred to unallocated reserve ........... . ................ .. .
Charges (credits) to operations not requiring funds:
Increase (decrease) in certain liabilities:
Reserve for subscriber benefits ....................................... .
Provision for experience rating refunds ................................ .
Refund to subscribers .. ................... ..... ................... .. .
Deferred income-subscribers' fees paid in advance and unallocated receipts .... .
Accounts payable and accrued expenses ............................... .
Decrease (increase) in certain assets:
Subscribers' fees and other receivables .. . ....................... ...... .
Accrued interest receivable ......... .................... .......... .. . .
Equity in net earnings of Florida
Combined Insurance Agency, Inc. . ......................... . ....... .
Depreciation .............. ... ........................................ .
Amortization of bond discount, net ...................................... .
Funds provided from operations ............ . . ... .... . ............ .
Other funds provided (used):
Investments:
Sales:
Bonds , long-term ........................ .. ....... .. ................ .
Stocks .............. ........ . ..... ......... . ............ . . .. ....... .
Purchases:
Bonds, long-term ....................... . ................... ... ..... .
Stocks . . .......................................................... . .
Short-term investme nts , net ............... ............ ......... ...... .
Purchase of property and equipment, net ................................. .
Deposits and advances payable .... ....... . ......... .... .. .... .......... .
Deferred compensation funds , deposits and prepaid expenses . ............. .
Notes payable . ....................................................... .
Increase (decrease) in cash and cash held for investment ............. .

See accompanying notes to financial statements.

$

259,135

20,841,000
(6,082,795)
(3,150,506)
2,531,034
12,732,598

1979

17,136,749

3,200,856
(I , 197,165)

3,150,506
3,061,049
(4,695,552)

(18,660,042)
(1,261,915)

(200,172)
(237 ,353)

(204,175)
1,474,410
(955,651)
7,523,093

(159,872)
1,423,448
(660,392)
20,822,102

36,217,324
5,644,013

29,908,639
4,587,898

(39,649,511)
(5,342,394)
(7,448,325)
(1,139,126)
1,486,957
(113,085)
(53,650)

(32,413,176)
(4,697,257)
(17,462,850)
(846,738)
644,042
41,621
(160,989)
423,292

$ (2,874,704)

Blue Cross and Blue Shield of Florida, Inc.

Notes to Financial Statements
December 31, 1980 and 1979

20
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Blue Cross and Blue Shield of Florida, Inc. (the " Plan")
was incorporated on July 1, 1980 to consolidate Blue
Cross of Florida, Inc. and Blue Shield of Florida, Inc.
(the "Plans"). The consolidation has been treated
as if it were a pooling of interests. Accordingly, the
accompanying financial statements reflect the financial
position and results of operations as if the Plans had been
consolidated effective January 1, 1979.
The Plan is a non-profit corporation and is subject to
regulation by the Insurance Department of the State of
Florida. The Plan provides basic medical, hospitalization
and other health benefits along with major medical,
comprehensive and complementary coverages to its
subscribers. The Plan also processes claims for other
Blue Cross and Blue Shield plans ' subscribers and for
programs such as Medicare and the Federal Employees
Health Benefits Program ("FEP" ).
The Plan is a member of the Blue Cross Association
("BCA") and Blue Shield Association ("BSA" ). These
associations establish national policies and set standards
for the programs.
The statutory financial statements of the Plan which are
filed with the State Insurance Department have been
adjusted to conform with generally accepted accounting
principles (GAAP). The major accounting principles and
practices followed by the Plan are presented below to
assist the reader in evaluating the accompanying financial
statements and notes.
(a) Investments

Bonds are carried at amortized cost adjusted where
appropriate for amortization of premium and discount.
No provision has been made for the excess of cost over
market value of bonds since the Plan generally intends
to hold such investments to maturity and does not
expect to realize any significant losses.
Common and preferred stocks are carried at market
value. Net unrealized gains at December 31, 1980
consist of gross unrealized gains of $2,324,460 and
gross unrealized losses of $441,491.
Realized investment gains and losses are calculated on
the basis of specific identification at the time
investment securities are sold.
Florida Combined Insurance Agency, Inc . (the
" Agency" ) is a wholly-owned subsidiary of the Plan.
The Agency acts as an agent or broker when group life,
accident or disability insurance is sold as a package
with the Plan' s health coverages . Investment in the
Agency is accounted for using the equity method.

are recorded for the unpaid earned portion of the
billings. The unearned portion of premiums paid by
subscribers is recorded as deferred income and
transferred to subscribers' fees as earned.
(c) Property and Equipment

Property and equipment are recorded at cost, which
includes expenditures for significant improvements.
Maintenance, repairs and minor improvements are
expensed as incurred. When fixed assets are retired
or otherwise disposed of, cost and accumulated
depreciation are removed from the accounts and any
resulting gain or loss is reflected as other income.
Depreciation is computed on the straight-line method
over the estimated useful lives which range from two to
fifty years.
(d) Reserve for Subscriber Benefits

The Plan provides for incurred, incomplete and
unreported subscriber claims based on historical paid
claims data and experience using actuarially accepted
statistical methods . Processing expenses related to
such claims are accounted for as paid.
(e) Provision for Experience Rating Refunds

Under certain group contracts, the Plan' s income
(retention fee) is limited to a predetermined percentage
of either total subscriber fees or incurred claims. Any
excess of subscriber fees over incurred claims plus
retention fees accrues to the policyholder. Depending
on the terms of the contract, such excess may be
refunded in cash or utilized to increase benefits or
reduce subscribers' fees in subsequent periods.
(f) Expense Reimbursements

Operating expenses are allocated by various lines
of business in order to determine the expense
reimbursements due from Medicare, where the Plan
acts as a fiscal intermediary, and also from other Blue
Cross and Blue Shield plans and other Federal health
programs for which the Plan processes claims. The
method by which the Plan is reimbursed is either actual
costs incurred or amounts based on predetermined
budgets. Such reimbursements , pursuant to industry
practice , are offset against operating expenses in the
accompanying financial statements.
(g) Pension Plan

Pension expense includes amortization of prior service
costs over a period of fifteen years. The Plan's policy is
to fund pension costs accrued which are composed of
normal costs and amortization of prior service costs.

(b) Subscribers' Fees Earned

(h) Income Taxes

Subscribers' premiums are billed in advance of their
respective coverage periods. Receivables and income

The Plan is exempt from both Federal and state income
taxes.
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( i) Reclassifications

Certain amounts in 1979 have been reclassified to
conform with presentations adopted in 1980.
2. RESERVE FOR SUBSCRIBER BENEFITS

The reserve for subscriber benefits provides for incurred ,
incomplete and unreported claims and is calculated using
a projected pure premium developed by actuarially
accepted statistical methods. The estimated reserves
relating to National, FEP and Cost Plus (reimbursement
contracts) are also established as a receivable and thus
have no effect on net income. The Plan receives
administrative fees or expense reimbursement for these
lines of business and is reimbursed for incurred claims.
The Plan participates in a reinsurance agreement with
Health Services, Inc. (HSI), wholly-owned by BCA .
Under this agreement, HSI reinsures 100% of major
medical coverage in excess of $25,000 up to $250,000 for
all group certificates, conversion and transfer and direct
pay subscribers.
3. REFUND TO SUBSCRIBERS

In November 1979, Plan management approved a cash
refund aggregating $3 ,150,506 to subscribers of Medicare
complementary coverage. This was done as a result of
favorable claims experience and at the request of the
Insurance Department of the State of Florida. The
refunds were made to eligible subscribers during the
months of February, March and April of 1980. In
addition , subscribers had an option to maintain their
current coverage at reduced rates or be eligible for
increased benefits at present rates .
4. TRANSACTIONS WITH CERTAIN BROKERS

Included in realized investment losses for 1979 is
$4 ,143 ,578 resulting from the Plan' s transactions with
two securities brokers, both of which were involved in
bankruptcy proceedings subsequent to the transactions
with the Plan. The loss includes the write-off of the
December 31, 1979 investment balances with the brokers
plus an estimate of additional amounts which may be
contested during the brokers' bankruptcy proceedings.
In connection with the transactions with one of the
brokers , the Plan, in February 1980, was named as
defendant in a lawsuit seeking damages of $2,000,000
plus interest and costs. Due to the early stage of the
proceedings, the Plan' s general counsel is unable to
evaluate the outcome of the case nor estimate an amount
or range of potential loss. No provision for loss, if any,
which may result from this action has been made in the
accompanying financial statements.
In addition to vigorously contesting the above mentioned
lawsuit and pursuing collection efforts, the Plan and
several other plaintiffs, in February 1980, filed a
complaint seeking compensatory damages for the Plan

of $1,500,000 and punitive damages of $1 ,000,000 plus
expenses . The complaint is against three securities
brokers and certain of their officers and employees.
Any recovery gained as a result of this action will be
reflected in income when the complaint is finally settled.
5. AGENCY CONTRACTS

The Plan serves as Intermediary for the Medicare
program. Claims relating to this program are not reflected
in the accompanying financial statements . Unaudited
results of this program indicate the Plan processed
10,970,962 claims amounting to $1 ,988 ,272 ,457 and
9,532,818 claims amounting to $1,629,272 ,955 during
1980 and 1979, respectively.
Effective May 1, 1978, the Plan entered into an agreement
with the State of Florida whereby the Plan acts as
Administrator for the State of Florida-Employee Group
Health Self-Insurance Plan. Claims relating to the
agreement are not reflected in the accompanying financial
statements. Approximately 217,000 claims amounting to
$88,038,000 have been processed by the Plan for 1980.
Reimbursements for the administrative cost of services
performed for governmental agencies, the State of Florida
self-insurance plan and other plans amounted to
approximately $39,200,000 and $32,400,000 in 1980 and
1979, respectively, and have been offset against operating
expenses . Final determination of reimbursed expenses
and claim payments charged to others are subject to audit
by the respective agencies.
6. EMPLOYEE PENSION PLAN

The Plan participates in a noncontributory pension plan
for the benefit of all its employees. The pension plan is
funded through the Blue Cross and Blue Shield National
Retirement Trust, a collective investment trust which
serves the retirement programs of its participating
employers. Pension expense for the Plan amounted to
$2,099,197 and $2,905,478 in 1980 and 1979, respectively .
As of the most recent valuation date, the unfunded
actuarial liability was approximately $7,096,775, which
liability is being amortized over fifteen years (eleven
years remaining at December 31, 1980). A comparison of
accumulated pension plan benefits and pension plan
assets for the Plan is presented below:
Actuarial present value of acJanuary 1, 1980
cumulated plan benefits:
$ 9,089,645
Vested
2,335,851
Non-vested
$11,425,496
Net assets available for benefits

$16,277,783

The weighted average assumed rate of return used in
determining the actuarial present value of accumulated
pension plan benefits was 7% for 1980.

Blue Cross and Blue Shield of Florida, Inc.

Notes to Financial Statements (continued)
December 31, 1980 and 1979
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7. SUPPLEMENTARY DATA

8. RENTALS UNDER OPERA TING LEASES

Following is a reconciliation of net income and
unallocated reserve on the basis of statutory accounting
principles to the amounts reported in the accompanying
GAAP financial statements:

The Plan leases office space, data processing equipment
and automobiles. The leases in effect or committed at
December 31, 1980 expire on various dates through 1985.
The following is a schedule by years of future minimum
rental payments for the Plan under operating leases that
have initial or remaining noncancellable lease terms in
excess of one year as of December 31, 1980:

1980

1979

Net income-statutory basis $
GAAP adjustments-equity
in undistributed earnings
ofFCIA

54,960

16,976,877

204,175

159,872

Net income-GAAP basis

259,135

17,136,749

66,311,246

67,967,150

2,376,416

2,139,117

(8,647,981)

(11,861,586)

Unallocated reservestatutory basis
Non-admitted assets
principally equipment and
miscellaneous accounts
receivable
Excess of appraised value
of real estate over
book value
Unallocated reserveGAAP basis

$

$60,039,681

58,244,681

On July 1, 1980, the Plan combined the operations of Blue
Cross of Florida, Inc. and Blue Shield of Florida, Inc.
(the "Plans"). The following summarizes the unaudited
results of operations of the Plans from January 1, 1980 to
the effective date of the combination. Results of
operations for the year ended December 31 , 1979 are
shown for comparative purposes . There were no intercompany transactions which would affect the results of
operations.
Six months ended
June 30, 1980 (unaudited)

Subscribers ' fees earned
Claims incurred and
operating expenses
Operating loss
Other income
Net income
December 31, 1979

Subscribers' fees earned
Claims incurred and
operating expenses
Operating income
Other income
Net income

Blue Cross

Blue Shield

$130,286,933

77,724,444

131,169,712
(882,779)
4,102,595
$ 3,219,816

78,251,077
(526,633)
2,107,982
1,581,349

Blue Cross

Blue Shield

$218,673,609

125,598,054

211,203,059
7,470,550
2,312 ,796

121,307,246
4,290,808
3,062,595

$ 9,783,346

7,353,403

Year Ending
December 31,

1981
1982
1983
1984
1985

Basic rental
commitments

$3,035,699
1,749,405
1,342,509
190,339
40,907

Auditors' Report
The Board of Directors
Blue Cross and Blue Shield
of Florida, Inc.:
We have examined the balance sheets of Blue Cross and
Blue Shield of Florida, Inc. as of December 31, 1980 and
1979 and the related statements of operations and
unallocated reserve and changes in financial position for
the years then ended. Our examinations were made in
accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting
records and such other auditing procedures as we
considered necessary in the circumstances.
In our opinion, the aforementioned financial statements
present fairly the financial position of Blue Cross and
Blue Shield of Florida, Inc. at December 31, 1980 and
1979 and the results of its operations and the changes in
its financial position for the years then ended, in
conformity with generally accepted accounting principles
applied on a consistent basis, as restated (see note 1).

March 16, 1981

"Our department is where all the money is handled. Premiums come in here
and claims payments go out. Because our funds are limited, the way we
handle this money determines our company's future and how well
we will be able to help our subscribers when they need us."

Gloria Cerda, Corporate Accounting, a Blue Cross and Blue Shield employee for 7 years.
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Jacksonville
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Community Affairs Leader
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HOSPITAL MEMBERS

PUBLIC MEMBERS
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Secretary / Treasurer, Ba bro, Inc.
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Orange Park
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Orlando
•Mary H. Cross
Community Affairs Leader
St. Petersburg
Tracy Danese
Attorney
Vice President, F lorida Power and Light
Miami
•Lewis A. Doman, Jr.
President, C itizens and Peoples National Bank
Pensacola
*Robert P . Evans
Certified Public Accountant
Managing Partner
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Lakeland
•G . Hunter Gibbons
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Sarasota
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President / Owner
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Gainesville
*Cla rence G. King, Jr.
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Jacksonville
Al len L. Lastinger, Jr.
Executive Vice President
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Jacksonville
P. Scott Linder
Chairman
Linder Industrial Ma chinery Co.
Lakeland
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Flo-Ray Corp.
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Bradenton
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Ernes t C. Nott , Jr.
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PHYSICIAN MEMBERS
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Thoracic Surgery
Gainesville
John N. Ca rlson, M.D.
Family Practitioner
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*Richard C. Clay, M . D .
General Surgery

Miami
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General and Thoracic S urgery
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Raymond J. Fitzpatrick, M .D.
Uro logist
Gainesvi lle
*Michael J. Fo ley, M .D .
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Cardiologist
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Obstetrics / Gynecology
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John T. Kilpatrick, M . D .
General Surgery
Coral Gables
*Eugene G. Peek , Jr., M.D .
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Family Practice
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